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Schedule 3.1 - Subsidiaries

The Subsidiaries of OnePoint Communications Corp. are as follows:

Jurisdiction of Issued Shares
Name ofSubsidiary Organization SharesIUnits Held by OP

OnePoint Communications-Colorado, LLC Delaware 100 100

OnePoint Communications-Illinois, LLC Delaware 100 100

OnePoint Communications-Georgia, LLC Delaware 100 100

OnePoint Communications Holdings, LLC Delaware 100 100

Mid-Atlantic RMTS Holdings LLC Delaware 10 9.9

VIC-RMTS·DC, LLC Delaware 28.710 25.265

OnePoint Services LLC Delaware Common:
6,600,700 4,370,700
Preferred:

1,629,300 1,629,300

RCP Conununications, Inc.1 Arizona 2,000 a

OnePoint Prepaid Services LLC2 Delaware N/A N/A

Other Minority Investments:

ComPlus, L.P. Delaware General Panner Units:
ro 0
Class A LP Units:
1,000 10

I 100% owned by OnePoint Services, LLC
2 Dissolved .
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Schedule 3.1(a) - Jurisdictions Where Entities are Authorized to do Business

OnePomt Communications Corp.:
Arizona
California
Colorado
Delaware
District of Columbia
Florida
Georgia
Illinois
Maryland
Michigan
Nevada
New Jersey
New York
North Carolina
Ohio
Pennsylvania
South Carolina
Tennessee
Virginia
Washington
West Virginia

OnePoint Services:
California
Arizona
Florida
Illinois
Louisiana
New Mexico
Arkansas
Nevada
Texas
Colorado
Idaho (pending)
Tennessee (pending)
Mississippi (pending)
Pennsylvania (pending)
Indiana (pending)
Georgia (pending)
Utah (pending)
Virginia (Pending)
North Carolina (pending)
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Schedule 3.2 - Capital Structure

P.05/33

Owner

Ventures in Conununications II, LLC
Bell Atlantic Investments! Inc.

Notes:

Shares ofCommon Stock

1,010,075
19,570

Percent

98.1%
1.9%

Immediately prior to the Effective Date, Company has authorized 2,000,000 shares of $0.01
par value common stock, 1,029,645 of which are issued and outstanding.

Company has outstanding warrants to purchase an additional 111,125 shares ofits Conunon
Stock, which were issued in May 1998 in connection with its issuance of 14 'lS% Senior Notes.

Ventures in Communications II, LLC owns all 35,000 of the authorized and issued shares of
$1.00 par value preferred stock of the Company ("Preferred Stock"). Shares of Preferred Stock are
entitled to a liquidation preference equal to $1,000 per share. Shares ofPreferred Stock are not
convertible into any other class of capital stock.

Company's subsidiary, OnePoint Communications Holdings, LLC has the right to
repurchase all ofthe membership units ofVIC-RMTS-DC, LLC purchased by SBC Comventures,
Inc. pursuant to a Purchase Agreement dated December 16t 1999 at a price equal to the price paid

. for the purchased units plus 15% per annum. SBC Comventures, Inc. has the right to put its interest
'.in VIC-RMTS-DC, LLC to Company's chairman and controlling shareholder under the same terms
as the OnePoint Communications Holdings, LLC call provision.

Warrant Holders infonnation attached
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3.2 SAR Partlclpanl.$

STOCK APPRECIATlON RIGHTS ("SAR"} PLAN COMMENTS:

- 166.669 shares have been allocated to the SAR Program.
- As of July 31. 2000. 49% (equivalent to 82.055 shares) of the available shares nave been awarded. The number of awards may change
subjeclto new awards andfor terminations. Excepl for SAR granls to new hires, SAR grants for the year 2000 have not been issued to date.
- Pursuant to !he OnePaint Communications Stock Appreclatlon Rights Plan (ll1e ·OP SAR Plan"). OnePaint Communications' Compensation
CommiUee has the sale and complete dIscretion to make any decisions relating to the SARs including. but not limited to, acceleraling vesting
and revising tha originaUy awarded strike price. This flexibility provides ope With an effective relenllon vehicle· p-srticularly In change
in control siluallons.

1996 Awards 1999 AwarrJs 2OO0AVlarc!s Total
Hrre Emlre2006 Em/re2000 Elaliro 2010 1998+1999+
Dale Function Emolowo Nama li7.50 67.50 135.00 262.7\ Tatal 61.50 135.00 262.71 Tolal 2000 Awards

08J31198 OI>S·MA Adcock Weyne T. 25 25 0 2.5
07/27/98 OPS-SW Allen. TIrnoIhv C. 100 100 0 100
09.I00J96 OPS-C IAmullla.l1ndaJ. 25 25 0 25
09/104/98 OS·CC Balz.er. Elisebelh H. 50 50 0 SO
03112196 OPS-SE Barkley, Oebbla o. 25 25 0 25
09/D1I96 OPS·MA Barrow. Cvnlhla H. 25 25 (} 25
04123J98 OPS·SW Bates, Wendy 100 100 (} 100
llf18/98 OPS-SE Bee....,. Richard D. 25 25 0 25
Q&Il)1I97 OPS-SE BaaltOr. WII1I3IT1 F. 75 25 25 D 100
04/2(),11l6 OPS-5E Bedlt (Crain1, Ouran 25(} 250 500 0 500
07fZT198 OPS-W Ball. Jeffrey N. 75 75 0 75
07106J98 OS-IS BendofJ. Michael D. 25 25 0 25
1001198 EXEC Beramen. Jon 1.250 J,75D 3,750 0 s.oOO
05.T26J!I8 FIN BelUnD, Srenl 0_ 25 25 0 25
08f31198 OPS·SE Bowen, Cvnlhla 25 25 0 25
07113196 OPS·C Bower. JaffrovP. 0 0 0
0713'198 OPS-C BnoSonell, Karl F. 25 25 0 25
04101/98 OPS·SE BnoWll, Dwana M. 25 2:5 (} 25
oo.rl5J9~ NS BTIIWI'I Robsrt M. UlllG 1.000 0 1,000
06I29J98 OPS·MA Bronson. C'lrtlhla A.. 75 25 2:5 (} 100
06JJ0I98 OPS-SE Bunce Allhur J. 75 75 0 75
0<1/27188 OS·CC BUIllD. Tara L. 25 25 0 2.5
07109198 OPS-SE BUT1l, Eric; M. 25 2:S 0 25
12101188 OPS·SE Buscher Meredith 25 25 0 25
06I151!l8 OPS·1dA Cvnobllll, Mk:hael 25 2:S () 25
12107/96 OPS-W Cassidy, Kev1rl 1.000 1.000 0 1.000
07/21le7 OPS·loIA CIlar1eboi:!l. Alma B. 375 100 100 0 475
111OMl6 FIN Chazin, Kim 100 100 0 100
0llJ'l6I97 OS·Bll CtulsllI'\f. Carla 75 25 25 (J 100

04121/96 OS·CC Cbb Nanev 25 25 (J 25
08116198 OPS·W CIaJk" Ben M_ 100 100 0 100
081101'96 OPS·1dA Claude AIiJc 25 25 0 25
11116196 OPS-SE Conway, Krmbeflv 25 25 0 25
05I151!l6 OPS-SW COIlPlnoor. JtiiB L 25 2S 0 25
04I29m8 OS-CC Criglar. Deldric R. 25 25 0 25
O3Itlll9S OPS·SE Doni. laurel A. 8,000 1,000 0 1.000 0 7.000
05l1!lJ98 OPS·BE OowtlolTV. Alicia 100 100 0 tOO
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3.2 SAR PartIcIpants

10gSAwardll 199BAwan1$ 2000 Awards Total

Hire &olrn 2006 ExDire2009 Exnlte2Cl10 1998.1999.

Dal& Funt4lon Emp/oyllE> Noma 67.50 67.50 135.00 262.71 To'al 67.50 135.00 262.71 Total 2000 Awards

11/02)9& OPS-W DideIo1,Robln 25 25 0 25

OlilO119& OPS-C IJi"erti. VlC10t J. 25 25 0 25
OBfMl'97 OS-IS DriI1nan DanleIT. 900 0 0 0 900
02I2:9lOO SM·SE CltJOol5. Chrlsroohor 0 500 600 500
11116198 OPS.JM CltJfoo, Sharon 75 75 0 75
02/03100 OPS-SE Dtlnna,P.Kall8V 2,000 300 300 0 2,300
0B126196 EXS ElltMJrv. Pa1ricla J. 200 50 50 0 250
04/06100 OPS-C F1aa, Patricia 75 75 0 75

04/061911 OS-CC Frlwd, Bomard 25 25 0 25
0:il181OO OPS-SW Forl!'l', Melissa A. 25 25 0 25
02115199 ~ Fuller Melk 10,000 10.000 0 10.000
0l1l23I99 OPS-W Godon. Monly 1,000 1.000 0 1.000
02127198 OPS-W Gordner. Wado G. 500 500 0 500
O!ll.JOl98 OPS-C Gorza,Che 25 25 0 25
OBlJ<l/99 NS·ENG Giles, Mliam W. 500 SOO 0 500
02l1Af97 OPS-IM GlmbItrlJ. Jeonnine M. 150 100 '00 0 250
0B/22198 HR Glaeser AnnaMario 500 500 0 500
12114/98 Os-eC Glaros. C\'l1lhla 500 500 0 500
06/12/00 SM·NI\ Gla&Ror. DBvld 150 150
11101195 OPS-C Gfilver, Polrlclo 750 0 0 0 750
03/13tOO OS-IS Guo. Vi R. 0 25 25 25
07107197 OPS-C GUlierrez, Thomos E. 1,000 0 0 0 1.000
06/15198 OS-IS H"rl, MehmR~MonellA. 25 25 0 25
03/02/98 OS-CC Hall, Bryan L. 50 50 0 50
06106198 OPS-SE Hall. Weslon T. 100 100 0 100
02113198 OPS·SE Hannor. Robert P. 25 25 0 25
0311619B OPS·MKTG Harrill. Nicol J. 25 25 0 25
08117I9B OPS·SE Hart, Rhoodo L. 75 75 0 75
09I1119B OPS·C HIIYl1I19.li:Ia L. 25 25 ·0 25
O8I17I9B OPS·C HaldloburQ. Anllonlllto R. 2S 25 0 25

OS/Oll1la OPS·W Hill Dianno M. 100 100 0 100

06130191 OPS·SE HRiman, John O. 300 0 (J 0 300

10f1911la FIN HopkM.Morc 100 100 0 100
08/07197 OPS·SE Hllghol>, Jean P. 75 25 25 0 100
03/0919B OPS-SE Imhof, Thomas R. 25 25 0 25
06/08198 OPS·SE Jollnson, Da1Iicl 75 75 0 75
10123191 QS.IS JDIMlIl, Aeglna A 7S 2S 25 0 100
02121100 LEGAL Kalloy, SlAII:Jhsn W. (] 1,000 1,000 1.000
1011..198 HR KIna. Trucve 100 100 0 100
0lIJlJ4/91 OPS-MA KIrkland. Kevin W. 900 1.000 0 1,000 0 1.900
08111/91 OPS·SE Kmu!lll. KlNInelh L. 1,200 (J (] (J 1,200
O!IIDlIBB OPS·C Kubacki John 1000 1,000 0 1.000
09116/98 OPS·W leWII;, WendY L 2S 25 (] 25
08117198 OS-IS lildClNllaYBr, RodnBy F. 25 25 0 25
09J27/99 OS·55 liIsld,Oev& 300 JOO (J 300
09J21/90 OPS·C Md.YaVonnll G. 75 75 (J 75
O6I3019B OPS·C Maonuson. Glenn A 0 0 D
08I1019a OPS·C Marino. Alfred A. (] (J D
G5f1119B OPS-MA Mor1in. Ronald W. 25 25 0 26

07121/98 OPS-W MarlIn, ScoU M. 2.000 500 500 (J 2.500

11/1819B OPS·SE Malan Rabin 25 25 (J 2S
0811810] NP McCollor. Kri~BI\ 150 100 100 0 250

P'opsletary & Confidential
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3,2 8AR ParticIpants

1996Awa~s 1999Awaro5 2000 Awards Total

Hire Exolrn 2001I &lIIre 2009 Exolre2G10 HI98·10011·
Dale FUncllon EfTlPklVll6 Neroo 61.50 tl7.50 135.00 2a2.71 Tolel 87.50 135.00 282.71 Tolal 2000 Awartb

11/111/96 OPS-5E WIel, Allcio 25 25 0 25

09129191 OPS~E IMiIicIlln, Daninl W. 75 100 100 0 115
08104/97 OPS·Sf 1\IiI!I. RlIllllcea S. 1,200 100 100 0 1300
09116/96 OPS·W McIt4Klk.oof. Usa A 25 25 0 25
03115/95 NP Mooftr, ChonlaJ 5,500 1,500 0 1.500 0 1,000

OPSvcs Mosct1l'1er,N 1.769 1,700 0 17a9
CW107/99 NS--NA ~on,GoaIVW 500 500 0 500
OM4/98 OPS'C IMlWIlhv. M. CoLJrtr>ev 100 lOll 0 100
02117/91 OPS·MA /'foI, Mallhew E. 2,300 0 0 0 2,300
06122/98 HR INYlandllf'. Kimlle/tv C. 25 25 0 2S
08103/98 OPS·C Ortega, I>!erauarira Il<iItvl 25 25 0 25

OPSvcs OJ1I'Owllkl. Tim 5117 597 0 597
09101/99 OPS·1oM OlHlrfon, DB'IId A. 25 25 0 25

800 Pace, Unda 0 250 250 0 250
0&"18/98 OPS·W Palmer, Mi::had J, 175 175 0 175
00/18/91 HR Pape. J8nir~rEo 150 100 100 0 250
00Jl}1/98 OS·CC Pilttarson.l&lllh A. 25 25 0 25
0llf17/98 OPS·C Perez. DavId 100 100 0 100
05I1819S OS·CC Perlelns. Rubin E. 25 25 0 25
00/22196 OPS-SE Paron-Kupka Wend., 25 25 0 25
05128196 OPS-e Parzen. DOLJglas W. 150 150 0 150
07129196 OPS.sW Pelerson Erlk R. 100 100 0 100
05lO411lB OPS-C PomOZV. Attlle H. 25 25 0 25
06110197 FIN Powell, Stllohanie L 75 25 25 0 100
09114196 OPS--S£ Powars. Brlen W. .fOIl 400 0 400
07107198 OPS-C Prechl Sl.ed1en 25 25 C 25
03/22J99 FIN·CO Qublson Liz 1,000 1,000 0 1,000
01120196 HR Rich, Joseph D. (JD} 500 500 0 500
03lt1J98 OPS-C Rogalsld. Bonnllt J. 25 25 0 25
10101197 OPS-SE Rolre.L~ 75 25 25 0 100
0712'O1l18 OPS-C Rosado. Malio 25 25 0 25
OJlO9l96 OS.(;C flo". ~bllltyJd, 25 25 0 25
07l13JllS OPS-lM saber. No¥8mllet M. 25 25 0 25
111011J99 HR SlUlluBI50n. Chr!stol>har O. 500 500 0 500
O!l102JG7 OPS-C Schnack.l\ndrow R. 300 2eo 200 0 500
1OO119B OPS-MKTG SlNlwell. Scot! 2,000 500 500 0 2,500
06f02J97 NP Sills, John D. 75 25 25 0 100
12127199 OS·IS Simon J. Un 0 300 300 :loo
06101198 OPS--SE Simpson Joan T. 25 25 0 25
01129196 OPS-SW Skall1l5, Ailsa L. 500 500 1,000 0 1.000
OIll22lOO NS·DI\TA. SJdBdman. Julia 300 :lOO
09117198 OPS-SW SllICk, Kaihleen Ann 25 25 0 25
07121197 O~KTG Sonne, SalTY I. 7S 175 175 0 250
11/16198 OPS--SE Scluirea Merlon 25 25 0 25
07101/98 OPS--SW Slsndlay, Kendra S. 2S 2S 0 2!i
03lt5l!l6 FIN Slavlg. Jolin D. 1,200 l) 0 0 1,200
04i05199 NS StIPll. C. W11lam 1II ".000 .f,OOO 0 4,000
0Bf24198 NP SwllBl Shirl B. 500 500 0 1500
05126198 OPS-MA Swinson Rilll D. 25 2S 0 25
08131198 OPS-C Tbomosan. DeIJotah M. 25 25 0 25
OflfOOJOO NS·DI\TA Thompsoo, Michael 5,000 5,000 5.000
01/13196 OPS-C Wallace Ctw1sUBA 25 25 0 25
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3.2 8AR PI.r1lclpanls

199aAwsros 1~IlAwards 2000 AWlIros TDI8I
iii", ElrIllr&2006 Ela* 2009 Elcol"'201D 1911&+199~

DIIIB Func1lon £~lo'/llllNllII1& 87.50 67.50 13!l.OO 262.71 Tolsi 67.50 135.00 262.71 Total 2000 Awartls
06/11'l196 EXEC WallsClI. William 969 0 0 0 969

07/21198 OJ>S..C Wam~ f1fflSll:In 25 25 0 25
03124199 OPS-MKTG Wesl.IInleldet Bruce "'- tiC 50 1] 50
07/12199 OS-SS Whlla, Oavld P. f 200 t :2.00 0 1 :2.00
07/28197 OPS-SE Whllllllnl GeoriBans P. 76 foo 100 0 175
10119198 OPS-SF:; Wllllarr4, D. Mike \50 150 0 150
08117198 ops-se Wl1ahl Nant:rtW. 2:5 25 0 2.5
11116198 OPS-SE Yana. Vllnl 100 100 0 100
04/14191 OPS-MKTG Yam. M.Mallhew 300 7S 75 0 375

7/31/00

:0
C
Q

(Sl
A.
CSl
IS)

I-"
U1

U1
IS)

";;0
-i:r:
m
c
mz
()
0
3:
Q
;;0
0
C
II
.....
Z
()

CD
.t>-
...J

...J
W
U1

...J
W
IS)
IS)

-i
0
t.D
I-"
...J
CSl
Wen
.t>-
I-"
.t>-
W
.t>-
IS)

II
.....

~

~
7"

Proprietary & Confidential PagB40rS

~
(..-~



3.2 SAR Par1lclpant6

I Func(/oo IEmvlovtle Nama

1ll!l8 A.wald! 1999Awulds 2000 AWBrd5 Total
Hire Emb200B Emlte2009 EJ<olre 2010 1998+1999+

Oale 61..50 61.61} 135.00 I 262.71 Toial 61.50 I 13-5.00 I 2ll2.11 J 101111 2000 AWllr<ls
Stock Apprecll.tlon Rlghb Tolll Average

YNI AWllldMl Forf.ltad putatlndln~ Strike Prlc.
199B 71919 040,000 31,919 67.50
1999 47,061 4,200 42861 135.00
2000 7,275 . 7.Zl5 262.71

TOTAL 126256 44,200 &2,055
SARs remllin/nq to blt swarrJad 84.614
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Schedule 3.3 - Authority

P.12/33

••

ComDisco, Inc. Master Agreement dated 9/17/99 - OP believes that on Closing, after
SBC's indirect 9.9% interest in OP is extinguished, ComDisco may have the right to
claim an Event ofDefault and pursue its remedies under the Master Agreement and the
Product Supplement dated September 17, 1999.

Upon Closing, as OP will no longer have an affiliation VYith SBC Operations. OP believes
that there is a slight risk that it may lose certain material benefits of the SBC Operations
and Sprint Communications Company Agreement dated 5/1/99, as amended. OP is
awaiting a written acknowledgment directly from Sprint acknowledging that it will
continue to provide service to OP pursuant to the terms of that agreement.

Indenture dated May 21, 1998 between OP and Harris Trost and Savings Bank (the
"Indenture") - Consummation of the merger may result in a breach of Section 5.1 of the
Indenture because OP may not be in compliance with the terms of Section 5.0 1(iv)(b)
resulting in an Event of Default.
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Re~o~t of Independent Auditors

Stookho4der
OnePoint Communications corp.

We have audited the aceompanyinq consolidated balance sheets of ooepoint
Communications Corp. as of December 31, 1999 a~ 1999. and the related
consolidated statements of operations, comprehe~~ive income,
un1tho1ders'/stockholder's equity (deficit) and caGh flows for each of the three
years in the period ended December 31, 1999. These financial statements are the
responsibility of the company's management. ~r responsibility is to express an
opinion on these financial statements based on Q~r aUdits. we did not audit the
financial statements of Mid-Atlantic Telcom elus Holdin9s, LLC, an investment in
A 41.4' owned unconsolidated subsidiary, which statements refleet total Assets
of $58.5 ~illion and S~7.2 million as a! Decembe~ 31, 1999 ~nd 199B,
respeQtively, and total revenues of $19.9 million, SlG.S million and the $14.0
million fo~ each of the th~ee yea~a in the period ended Decembe~ 31, 1999. Those
statements were audited by other auditors whose repor~ has been furnished to us.
~nd our opinion, insofar a~ it relates to data included for Mid-Atlantic Telearn
Plu~ Holdings, LLC, i5 based solely on the report of the other auditors.

we conducted our audits in accordance with auditing standards generally accepted
in the United StAtes. Those standards require that we plan and perform the audit
~o obtain reasonable assurance about whether ~he financial statements are free
of material misstatement. An audit inQludes ex~ninq. on a test basis. eVldence
supporting the amounts and disclosures in the financial statements. An audit
also includes assessing the accounting prinCipals used and significant estiIDQtes
made by management, as well as evaluating the over4l1 financial ~tatement

presentation. We believe that our audits and the rGport of other a~tors

prOVide a reasonable basis for our opinion.

In our opinion. based on our audits and the report of other auditors, the
financiAl statements reterred to above present fairly, in all material aspects,
the consolidated financial position of OnePoint Communications Corp. at cecember
31, 1999 and 199a, and the results of its operation~ and its cash flows for each
of the three years in the period ended Deoember 31, 1999, in conformity with

:. accounting principles generally accepted in the Onited States.

P.13/33

reb~uarY 29. 2000
McLean. Virqinia

F-J

/5/ Ernst , ¥ounq LLP
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O~ePoi~t communications Co~.

Consolidated Statements of O~eration5

P.14/33

1999
DeceJlllJer 31

1998 1997------....-.......•..._-..••....•.._---------
ltn Thousands. except per snare datal

fl.evenae
C<;o$t of revenue

ElI;ptlnS8S:
Scll~nq, general a~d a~~i!tr!tive

~p.8ciatian and amart1%at1o~

s Z2,138
22,OQ6

13Z

~3.U7

3.060

. $ 6,953
9,765

Il.B121

:!7.973
\.455

ICOl

tz,7BB
235

Other income (expen~eJ:

tnterest income
!nte.tl~t expense
Other in~e 11o'~1

!.ass on dl.!lpo~au ot eqUipment
Los~-abandonm8nt of leasehOld L~9rovement!

ISS.S9S1 r31.1401 IU.063)

3.197 6,042 72
flS, ~171 t 1:', B461 1111

i2BSl 17 tlll
1961

:2141

£quity in 10ss9s ot unconsalLoa"eo suosLOlarL8a

Las~ betore extr~Qrdin~ry items
£xtraora1ne~ It~:

Cain on bond repurchase~

Basic and diluted earn1ngs per snate:
Las, before extraordinary Leems
~xtr~Qrdina"y items

'.. !'let lou

shares used ln eo=put1nq los~ per share:

weiqhted ~~~$ge eommon ~h;r~,--b~s~c

and diluted

$

s

s

r12. 735)

i69,3301
(3. BiBl

173,1591

152,7261

{73.16)
20.43

(S2.73)

LOOO.OOO

$

19.?B?1

140,9271
13.6991

1~~,62SI

19.799

124,8261

[44.62)
19.80

(24.B2)

1. 000. 000

s

s

lI3.QUI
13.0721

116,0911

(16,0911

116.09)

116.09\

1,000.000

See accompanying no~es.
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OnePoint communications carp.

Consolidat~d St~taman~s of comprehan$ive Loss

P.15/33

1999
Dec:l!IlIber 31

1998 1991
. ------------------------------------

._----------------------------------

Net ~O~:s

Other eomprehensi~ ~ncome, net of t~x:

Odrealized (lassl qa~ arisinq du~iAq the year on
.!lecur1t~O:l

camprene~1vc 10:ls

See accompanying no~es.

r-5

$(52,726,

(6661

S(53,J9Z1

$ (2(, aZGI

701

$(24,125)

5(16,0911

r~
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One~oin~ commun~cat~on$ CQ~.

Consolidated Batan~~ Sheet
(dollars in thousandS, ex~ept per share datal

December 31
1999 199B

P.16/33

Assets
Current:. assets:

Cash and casn equivalents
Restricted cash
Investment ~n marketable securities. current
Accounts rece~vable;

Trade. net
Related party

prepaid e~enses

Total current assets

Investmen~ in marketable securities. non~urrent

($23,390 and $73,317 restricted at December 31. 1999
and 199B, respectively)

Investments in unconsolidated subsidiaries
Property and equipment. net
rntanqible assets, net
Other assets

$ 6,608 $ 5,730
134 5,199

4,230 13,118

2,722 2,277
266 653

3,356 898

-------------~--------],7,318 27.875

24,570 e6,70S

2,240 6,283
20,376 10,923
10,909 11,799

5,993 5,722

".
Total assets

F-G

$ 81,408 $149,307
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DeeAlII.Oe" H
I'" 199B

P.17/33

Li;bl11tles, ~i~ocity in~~~.3'. :edeem.cle p~e!etred StOCK, and Cc==on
StQcKno1da~18 deficit

C~cc.n_ liahl11tiasl
Accouaes pA~~l; and accrued expense
~elated 'a~y p&ya~Le

Accrued int,.e3' payable
Current poct~Q~ 0' lonq·t~rm debt

~otal cU~rent li¥b11itie8

Q9:,rred Obliqntieas
De!erre4 ~Ain en sal; ot equity interes, ln consolidated

Subs1diary
KlnOrlty interest ~n cgn~OlldateQ lunlldlarl~.

t.onq-tlrIII dl!bt
R;de~ble pteferred .tock, ; •. 00 par VS~\I;. J~.OOO

lnarea AuthOrized, J5,OOD sh~.e, ."~;d and outstandlnq
~t rede=Dtlon value

Stockholder', deli~~l

C~on .toCk, ~O.Ql ps. vallie. :.000.000 sharee aUtnOrized, 1.000.000 ,haci.
issued and out.tand~nq

at Dac~ec Jl. \"8
Addition.l c~pital

Note receivable - .rockholdot
Accumn~sted deticit
Other comp~;nen'lve lnoo=$

Tetal cc=mon .toc~hglde." aeCIClt
!otal liabilities. ~nar~~y 1n~.rO't. rQd4'~.Ql, prQt,r~qe ~~o~x. ~nd comman

6toethOlderl~ aeficit

S~e acco~anying notes

11,232
3,718
1,152

980

23,142

161

'.liS
1.011

102.431

J5.000

10
';.810

11,5001
i'~.&l"

)$

n,408

',a~'7

J.~"
1,701

250

JiO

138,503

)$.000

10
6,810

/1,500\
(42. ~5JI

701

IH.81ZI

149.301

'.

". F-'7



AUG 04 '00 15:51 FR THE VENCOM GROUP INC 847 735 7300 TO 917035414340

Onepoint Communications Corp.

Consolidated Stataments of Unitholder'6/Stockholder's Equity/(Deficitl
(dolla~s in thousands, except pe. sha.e datal

P.18/33

KnIM;' tr,,;,to.
a_l. Un.l.~ Faunan Un~U

grub ~t U"lu AIloW\t:

!'fa!..__.\'KII.
lJl\1tho1d• .r/a~atcl\OldeJ'

----------------_ ----------- -_ .

8&1.I.Ae*, o.~~ .31. 10"
~lNI.t1..,.l ulUtna1""r contJ:1butlana
I'Jm&aeeI tt \Ift1u .. UH
t."~tallaaUou
1997 aoeapuaJ.1I....iaft
c:~a..".lfKilCI'... '

••~_, Poo..-" n. IU'
UU ..~tolluU"" ,,,,,to. II
Ul\1t-1'oo1.d4l> paV-t
",nue.
C""-4... 4_.

JICIt Uo••1
tlrt ~.11.t., .eJ~ er. a.,azuCAbl*

'e1:U.r.s.tils

k.l.a~. ~r Jl. un
Coq:n:'Il'teftJti.V'* 11""!:"':'

tt.t 110•••
Net W'l.ftUlz.ailS l~:S:l on Dolrket.ab1e

...~c1U••

I". 000

.I.,t,OflC
11U.OoOl

JJ.!oa
1)).100)

:0. 000

101,ooa
l101.0001

\5. ,~~
12.000
1.St~

Z1.&40
(L.saOI

Il.nal

to

,1,5C1DI... .~.N.~... _.;._

A_ht-oo
CaIBlX\ Al)Cli~19M11 a.c.aauLulWl ~ol!!lp.fe..!"wlMlvt1 Tau1.

---~._""-"---~..:..":-.__.~ -'------<qt14.y

••••~-~••••_- ,. no -----:I~~;;~-·····-····;~········;;;~;;i7

~. ""..-" JI. lUI
AlScUUan.aJ, ul\1t.htl.1chl' nnt.s-a.CX&tlliilnll
h_ ~~ UIl4t•• I'"
ARl'.~H..t:wn
1991 a"""l'luUU.J.Dn
~NI~V. 1"(1:-. •••
0.01.0...... ""_ )1. U!1

un n"""lt&l1:aU"" ll<9t~ II
U/Il,._I4*l1 paV-t
....n.m.
C"'"!'Nl\M\U\16 lMDNI

he .10••)
NIt: ~1.J.acr q...n !;In ~rJu.~1.

07"8~rHJ.U

G&l.r.ae. 0410.....1' J1 f n"
c:a.prIllNi'wu..,. i~l

t'flI~ cb••.
~Ilt: u,\naU.z.1td la~. Dn -.rlrl. t:lbJ..
~n,h..

See accowpanying no~es

\a

LD

.-8

l.,!aiO

S.300

6",170

t2,QJII

lU.l:')

(H.U61

11».6701

'0\

I''''

113.'04
a.OOa

5.160

U.J1J
1';~ .. .!IUI)

U
S,JOO

152,1UI

I'UI

I 190,2141
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One~oint Communications Corp.

Consolidated Statements of Cash Flow
(ctollars in thousands)

P.19/33

:

Oper.~i,,~ act1..,,1t:lu
Net 10...
A4)IIStlNIIU to l:ecanl:il. net Lan to net I:~sh u.ed ln ap• .,aUl1q a"tiviu..;

La•• aD dlspauJ.s at aqw.~t
t..<n. an~~~ of 1....1Io1c1 1"l'''O_U
~rfu:uUDD. aDd ..,rtl.ati=
A-ortJ.:r.at1.oJ:1 at ~\DI (d.l:l~UD't.J at J4II:UZ'i.t:.18, .<:C11,U.l'lld

1l1cl1141H1 in llUtnn lncoaa
1'*rt..1t.aticlI ot debt dJ.!le:at1Dt and 1:53!J4DC1: COSCO lnc:.1w:1ed 1n J.ntl:r:c:.st

.ltpIIna.
"""rtluticD oC W.....""u lne1u.4ad ln lntnUt .,.~.
"""'ruuclall aC dndOl'U IlsYUllca Incl1146<1 In " ...danq COH.
La.ns 1ft eqllUY uceren ot WIl:OIIIOUclU8(\ l"""aa.en"
iJctnotdlnery 04111 an b<mci ulNrch....a.
Unt1l.11usd lGa5 CQA1111 on inV1ll:sbl~t:s In Darketal:lle: .securJ.tl.es
Chanqe 111 A1..1ova.n.ew far ClQUbttul .1CCQU.D;U
Cll.LI1'Ias in apn&nnq ann. '116 1UblUtlul

Trod. ".tnv~l.

R..lnK pany r-eoolyable
c.,Vlllbp.... lJ&v-nt. PClV "c:<nuntlD"
I'rap4lJ.d expens••
Ot...... lI.eU
Aecou.nes payablE ana Accrued e.xpen.se~

Jl.e1"tc<l p&rtV ""yOI>l"
-"'c.".4c1 LnC.roac

OUo.. ecte..rad

~et co:sn u:sod. in oporatlnq ac't.1vlt~e.5

F-9

.'

1999

96
27C

l.On

14991

51)
299
361

3.U8
lZD.U21

(&"1
JlJ

18211
Jl7

1~.4'01

1638\
10. ]7~

Z~Q

15UI
33C

C99

~n

63
113

].'91
n9/H'!

11011
~o.

12.4541
16.a1

13, CaOI

,sal
~,2n]. 5~'
1.690

137,6721

UJ7

'l16.0nl

'1.1211
L9a

~. ]10

Ll
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OnePo1nt Co~1cations Corp.

Consolidated Statements of Cash flow (contin~eol

(dollars in thousandsl

P.20/33

U91.....----...,;. -- _..-
InV4u;LI\4 Acelvitlu
p.U;rlCI:ed CAAb. ae~

~S1l:1aJI at 1AtIll'lUli "
?ur<bA". 0' ''l\Iuy Ln UIent.
ProctHl9, Inll ,,,i. d IoU"&aUble lecunt1e.
PIl~cll"•• o~ -.rkol:&bll "M:Ur1t1u
lIequiBition at ~"Z'1;y ~ ''l\I~_nl:
JIc'l\U.1t:1011 ar Qtll4,. Llll;.aq~~i. 1...tI
Pro<>t~ IrOlI ..i. or unCOllllClUdll:e<I luDOldiuY
'P:roe••cla ft-=. ••1. at equ1ty J,ntare.st l.n can3a 1l.c:bt~c1 5Ub:.ld1,u'f

rl.D.UleJ.'''~ ...c1vit1••
tr~c.1!tdoS t:ra:a J,..53uam:a at lcnq-tera C1eb~

Repayment at lonq-tlra ~t
tunar1ty int.un
04~t clUeOUbl: ond Luulace COlt"
']nHl\olc1er ccntrllnlt1a....

~.DI~ 15,1$91 LJ,ODD
1:.U51 14.4171

IlJ.l331
108,782 15,1"
117,:UOJ 1114,7111
\12,4DII 19,17., 'l.UDI

lUll
135

10.DOO

'fl, ., .. ,. nu,~721 'l.~UI

ll,Ut ~ 111,050 1,5DO
(n,D9D) 11~,1~11

229
19,4UI

5D l', 150

..'.~

~ct In.creA5. :1,1\ l;aJoh
c..:. It tne bO'llnnin'l 0 t ponco

See accompanying notes
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OnePo1n~ Communications Corp.

Notes to Consolidated Financial Statemen~s

(Dollars 1n tho~ands. except per share data)
For the Year$ ended Dec~r 31, 1999. 199B and 1997

1. O~ganization and Recap1ta11z~t~on

O~9anization

One~oint communications Corp., (the "Company·) was incorpora~ed to ~~o~ide

bundled communications services includinq local and 10nq di$tanc~ telep~ony,

video ~roqrammin9 and Internet access to residents of multiple cwelling units
\ "MDUs") . !he Co~any is the successor to OnePoint Communications, L,L.C. (the
"predeCeSsor"!. The Predecessor entered into several significant contracts and
beQan to generate revenue during the second half of 1997.

The CQ~any consists of One Point CQ~nications Corp •• the paren~ company and
its wholly- owned subsidiaries. OnePoin~ Communications-Colorado, L.t.C ••
OnePoint CommunicA~ion~-Illinois,L.L.C •• OncPoint Communications-Georqia,
L.L.C •• OnePoint Communications Holdings. L.L.C. (·O~C Holdings"!, and its
majority-owned subsidiary OnePoint Services, LLC (ftO~S·) in ~hich the Company
maintains a 71.3\ interest and has been consolidated in the Company's financlal
statements. In addit10n. tnrougn ope Holdinqs, the Company maintains til a
75.52\ intere~t in VIC-RMTS-DC. L.L.C .• which has been consolidated in ~he

company's ~inancial ~tatements and Iii) 41.38\ interest in Mid-Atlantic Telcom
Pl~5. L.L.C. (Mid-Atlantic), a subsidiary accounted for under the equity methOd
(see Note 7) •

1n October 1997, AMI-VCOM2. Inc. ("AMIZ") transferred to Ventures In
Communications. LLC (livre") its membership units of the Predecessor. Mr.
Otterbeck. the Company's chairman became a member of the Preeeceseor and the
Predeces~or was recapitalized (the Recapitalization). ~ursuant to the
Recapitalization, VIC agreed to ~arantee up to S9,000 of collateralized
indebtednes5 ot the Predecessor, contributed additional capital to the
Predecessor [resultinq in aggreqate equity contributiooG to th~ Prede~e~$or of

f $33,500) and exchanged its membership 1nterest5 fo~ (~l 19.9' of the predecessor
membership units. and a priority on the first $33,500 of dist~1butiQn$, (~i) a
promissory note in th~ prineip~l ~ount of $1,500 due-October l5, Z007, which
bore interest a~ 10' per Qonum (the Predecessor Notel, and (ili) a warrant to
purchase 5\ of the common units outstanding followinq exercise of the warrant.
In connection with the Recapitalization, Mr. Otterbeck purchased BO.l\ of the
Predecessor's membership units (which did not have a preferential return or
priority on distributions) for an aggregate of $80 and aqreed to contribute up
to an additional Sl.500 to the Predecessor. Mr. Otterbeck's BO.l\ of the
Predecessor's membership units are held by VenCom. L.L.C. ("VenCom"l, a company
in which Hr. otterbeck is the sole member and manaqer. The parties also entered
into (i) a Members Aqreement that restricted the transfer of membership units
and prOVided preemptive rights on the sale of new securities and (ii! a
~eqistration Aqreement that provided certain riqht5 to regi5ter the
~redecessor's seeurit~es unde~ the Securities Act of 1933, QS amended.

r-l1
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OnePoint Co~unications Corp.

Notes to Consolicated Financial Statements (Cont1nuedl

P.22/33

1. Or9ani~atiQn anct Recapitalization [continuedl

Orqanization (continuedl

In Ap~11 19ge. in oreer to convert the P~edecesso~ into a CO~Qration, VenCo~.

and VIC contributed their membe~ship interests in the Predecessor ana A $1.500
pr~ssQry note payacle by the Predecessor to VIC to Vent~e$ in Communicat~ons

tI, LLC ("VIC2"1 in exchange for membership interests of VIC2. S~$equently. the
Predecessor merged with and inco the company. with the Predecessor's outstanding
membership interests and its $1,500 promissory note payable to VIC exchanqed for
shar~s of the company's commOn stock and preferred stock. As a result of the
April 1998 merqer transact1ons, the company became a Delaware corporation, which
is Wholly owned b~ VIC2.

The operating agreement of VIC~ entered into ~pril 1998 in connection with the
Recapitalization (il i~o3es ce~tain restrictions on t~e tran5fer of VIC2'5
membe~~hip units; (ii) g:ants certain pa:ticipation ~iqhts in connection w~th a
sale of membership units by a member: (iii) grants VIC certain preemptive rights
with respect to VIC2 membership units in connection with iS$~anCeS by VIC2 of
membership units or issuances by the Company of common stock: (~vl 9~ants VIC
the r~qht to require VenCom to purchase all or any portion of the vrC2
membership units held by VIC; (VI grants a first refusal ~ight to the membe~s in
connection with a transfer of VIC2 membership units and sha~e$ of the company's
common stock: (vi) requires the members to take certain ae~iOn$ in the event of
an initial public offerinq by VIC2; and (vii) grants VIC the 4ight to requi~e

VICZ to exercise its demand and piggyback registration rights anct to re~ire

vIC2 to distribute the proceed~ of th~ re~ulting offerinq.

In August 1999, VenCam purchased 9.B\ of the common units and all of the
p~efe~red ~it$ of VIC2 and a non-interest be~rinq promissory note for 51,500
issued by VIC2 from VIC in eXChange for an interest bearing note in the amount
of 560,700.

In October 1999. CAIS Internet, Inc. made a 52,574 equity investment in VIC2.
Thi~ investmen~ qaye ~!S Internet Inc. a 1.0 , indir~ct ownership in the
Company. wtth the remaining rnember$~ip interest owned by VIC (9.9" and VenCom.
LLC (69.1\1. VIC also owns warrants to purchase 11.9\ of the membership units of
VIC2.

tn November 1999, the Company established a 71.3\ owned sUbs1diary. OnePo~nt

Services. Ltc, ("OPS") to acquire 100\ of the equity of RC~ Communieations.
Inc., a provider of pre-paid telephony services. The remaining minor1ty
ownership interest is held by management of OnePoint ServiceS. Total
consideration for this acquisition, ~eco~der pursvant to the purchase roechod of
accounting, was 5965 and 1.425,000 of restricted common units. at these Amounts

r-12
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1. Organization anQ Recapitalization (continuedl

Organizaeion IcontinueQl

$891 anQ 1,050,000 million rescricted common units are being withhelQ subject to
the ach1eve~ent of certain revenue and cash flow perfo~nce c~iteria. The
company ~cquired assets with a fair market value of $800 and a$su=$o liabilities
of $3.020 resulting in goodwill of $2.5 million. Goodwill will increase if the
revenue and cash flow pe:formance criteria are met and related oontingent
co~ideration is paid by the Company and will aecrease if ~ertain assumad
li~ilities are settled at lesser amounts due to negotiations or valua~10n$

allOwances recorded against deferred tax assets are release in subsequen~

perioas.

In oecember 1999, a subsidiary of sac Communications, Inc. (WSBC"). purchased a
24\ direct ownership interest in a majority-owne~ subsidia~y of the company,
from ope Holdinqs, A wholly-owned subsidiAry of the company, in e~chanqe for
$10.000. This agreement provided the Co~a~y the riqht to sell up to an
additional 24\ direc~ ownership interest in VIC-RMTS-DC on the $ame te~ during
2000.

2. Si9niflcant Accounting ~olicies

Principles o! Consolidation

The consolidated fin~ncial statements include tnG accounts of the CompAny and
itS wholly- owned s~siQiar~es. All s~gnific~nt intercompany accounts an~

transactions have been elLminatect in consolidation.

Use of Estimates

The preparation of financial statements in conformity with aocounting principles
generally accepted in the United States requires management to make e5ti~te$

and a3~umption5 ~hat affect the amounts reported in the financial statements and
the reported amounts of revenues and expenses durinq the reporting period.
Actual results could differ from those estimaees.

c~sh and Cash EqUivalents

The company considers all highly liquid inve5t~encs with an original matu~ity of
thtee ~n~hs or less to be cash equivalents •

• -13
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OnePoint Communications Corp.

Notes to consolidated ~lnancial Statements [Con~inued)

2. Significant Accounting ~olicies (continuedl

Mana~ement dete~nes the app.epriate classification of debt 5ecuritie~ at the
time of purchase and reevaluates Such desiqna~ion as of each balance sheet date.
Cebt securities are classified as held-to-maturity when the company has the
intent and ability to hold the secutities to ~tu~ity. Held-to-ma~urity

securities are stated a~ amortized cost. adjusted fer amo~1%A~~On of prem1ums
and accretion o! ai$eo~ts to maturity. Such amortization is included in
investment i~co=e. Interest on secutities classified as held-to-maturity is
included in investment income.

Market~le e~ity ~e~kiti~$ and debt secur1t1es noe classifiea ~s

held-~o-macU~itya~e cla$sif~ed as available-for-sale. Av~ilable-tor-sale

securities are carried at f~i~ value, with the unrealized gai~ and losses, net
cf tax, reported in a ccrnpo~ent of comprehensive income. The amo.tized cos~ of
debt securities in this category 1s adjusted for amortization of pr2m1ums and
accretion of discounts to maturity. Such amorti:ation is included in inves~Ment

income. Realized gains and 105$eS and declines in value judged to be
other-than-t~raryon available-for-sale securities ate included in investment
~ncome. The cos~ ot securities sold is based on the specific identification
me~od. Interest and dividends on securities classified as available-fer-sale
are included 1n 1n~estmen~ income.

Property and Equip~nt

~roperty and equipment are stated at cose and depreciated on the straight-line
~ethod over their est~ted use!ul lives, rangin~ fr~ five to ten years.
Leasehold imprQV~ent$ are depreciated over the shorter of their useful lives or
the ~e~se te~, no~ to exceed fifteen yeats. Tne co=pany classifies installed

: wiring and har~~~e COStS in construction in proqress until the installation is
completed, at which ti~ the balances are classified as leasehold improvements.

Intangible assets consist of goodwill representing the excess of cost ovet net
assets acquired and rights of entty ("ROE") contracts resulting from the
purchase of certain assets and liabilities fro~ Prefer.e~ Entertainment, Inc., a
~ubsidiary of People's Choice-TV Corp. IMpCTVM1; goodwill represeneinq the
excess of cos~ over net assets acqulred resulting from the purchase oe 100' of
the equity interest of RCP Communicae1ons, Inc. I"RCP~): and deferred fi~e~nQ

charQes consistinq of original issue debt discount and issuance cests related to
the company's offering of 175,000 unitS each consisting of $1,000 principal
amount of 14 1/2\ Senior Notes due 2008 (the senior Notesl and wa~ran~s to
purchase 111,125 shares of c~n stock (the Warrants) for ~~O$$ proceeds of
$175,000 (collectively, the Unit Offerinq). Goodwill and riqhts of entry
contracts are

r-14
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OnePoin~ Commun~ca~ions Corp.

Notes to Consolidated Financial Statamen~s (Cont1nuedl

2. Significant ~ccQun~inq ~olic1es ICQntinue~)

Intan~ible ~sets (contin~ed)

~orti~ed using the straight-line method over a fifteen-year period. Defe~red

financing charges are amortized under the effective intere$t method as a
component at intere$t expense over the life of the related debt.

!mpair.m~nt of Lonq ~ved A$se~s

The Company assesses the impairment of long-lived assets including intangible
assets in accordance with Statement of Financial ~ccountin~ Standards No. 121.
Accounting for the Impairmen~ of Long Lived Assets and for Long Lived AASets to
be Disposed of ("Statemect No. 121"). Statement No. 121 ~equire$ impairment
losses to be recognized for long-lived assets when indica~ors o~ impai~ent are
present and the undiscounted cash flows are not sufficient to reCOVer the
assets' carrying amounts. Intangibles are also evaluated fo~ recoverability by
estimating the projected undiscounted c~sn flowa, eKclud~ng interest, of the
related bU~ines$ aCtivities. The impairm~nt 1055 of these assets, includin~

goodwill, is measured by comparing the carrying amount of the asset to its f4ir
value with any excess of ca~rying value over fair value written off. rair value
is based on market ~rices where available, an e3ti~te ot market value. or
determined by variOUS valuatiOn techniques including discounted cash flow.

Re~earch and Development

All research and development costs are charqed to operations as inc~rred.

Revenue Recognition

~ The Company reecqni~e3 revenue as services a~9 provided to MOO CU3~ome~s.

Prepaid phone card revenues are recognized upon delivery of the cards to CPS's
c~tomer as the Company has no ongoing pe~foonance o~ligation after transfer ot
title upon delivery.

~air V~lue of Financial Instruments

The co~any eon$ider5 th~ recorded value o~ its financial assets ~nd

liab1lit~es, to approximate the fair value of the respective Assets ~nd

liabilities at OeC~r 31, 1999 and 1998, respectively.

F-15

P.25/33



AUG 04 '00 15:53 FR THE VENCOM GROUP INC 847 735 7300 TO 917036414340

OnePolnt Communl~atlons Corp.

Notes ~o Consolidat@d Financial Statements (Continued)

2. s1qnific~nt Accounting Policies (continued)

Stock-Based Compen$~tion

~he company ha~ a~QPtect the Financia~ Accounting Standards Board's Statement of
FinaQcial Accountinq Standard No. 123. ~Accounting for Stock-Based Compensation"
("Statement No. 123~1. Statement No. 123 allows companies to either account for
stock-based compensation under the new provisions of Statement No. 123 or under
the provisions of Accounting ~rinciples Board Opinion No. 25. ~Accounting for
Stock Issued to Employees" ("Opinion No. 25"), b~t requires pro forma
di$c1o$u~e in the footnotes to the consol~dated financial statements as if t~e

meaaurement provisions of Statement No. 123 had been adopted. The Company
intends to continue to account for its stock-based ~ompensation in accordance
With Opinion No. 25.

Marketing Cos~s

Marketing eosts are expensed as ~ncurred. ?or the years ended December 31, 1999.
1998 and 1997. marketing Cos~s were approximA~ely $1.914, $1,921 anti S4B4,
respectively.

InCOllle Taxes

The Ccmpany accounts for income taxes ana the related aceoun~s under the
liability msthod. Deferred tax liabilities and a$$e~s are dete~ed based on
the difference between the financial statement ana tax basis of assets and
liabilities using enacted rates expected to be in effect during the year in
~h1ch the differences reverse. The COMPany has ~ncurred losses for both
financial and lnco=e tax reporting since inception. Accordi~qly, no prOVision or
benefit for income tax has been recorded 1n the accompanying consolidated

: financial statements.
0"

Loss E'er Share

The Company's basic loss per share calculations are based upon the we~ghted

av@r&qa of shares of common stock outstanding. The d!1utive efface of stock
apprec~ation rights and warrants to purchase the Co~any's common stock a~e

included for purposes of calculatinq diluted earninq3 per share. except for
pe~iods ~hen the Company reported a net 1035, in which ca5e the in~lusion ot
stock options would be anti-dilu~ive. Diluted loss per share is not presented
for the periodS ended Oe~ar 31. 1999. 1999, and 1997 as the effects of
potentially ctilut~ve ins~~ents are anti-dilutive.
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OnePoint CommuniCa~io~$ Corp.

Notes to consolidated Financial Statements (Continued]

2. siqn~ficant A~counting Policies lcontinued)

Recently Iss~ect Accounting Standards

In J~e 1996, the FASB iSijuect statement of Financ1al Accounting Standa~d5 No.
133, ~Accountinq for Derivative Inat~ent$ and Hedging Activities," which
requires that all derivatives be ~ecoqni%ed as either assets or liabilities in
the statement of financial position and that those instruments shall be measured
at tair value. Statement No. 133 also prescribes ~e accounting trea~ent for
cnanges in the fair value of derivatives which depends on tne intende¢ use of
the derivative and the resulting deSignation. oesiqnations include hedges of the
e~posure to changes in the fair value of a recognized asset or liability, hedges
of the exposure to variable cash flows of a forecasted transaction, hedges of
the exposure to foreign currency translations, ~nd derivatives not designated AS

hedgin9 instruments. Statement No. 133 is effective for fiscal years beq~nning

after June lS, 1999.

Accoun~ing for Oerivative Instrument~ and Hedginq Activities

The rASB agreed to defer for one year the i~lementation date of FASB Statement
133. "Accounting for Oerivative Instn:Iments al"lCl Hedging Activities" ("Statement
No. 133). In Agreeing to the deferral, the FASB acknowledged constituent
concerns abou~ the need for the FASB to provide gUidance on significant
implementation issues. As ~ended. Statement 133 is effective fOr a4l fiscal
quarters of all fiscal years beginning after JUne 15, 2000. Early A~plicAt10n

continues to be encouraged. The Company has not adopted statement NO. 133 a$ of
December 31. 1999. The adoption of this Statement is not expected to have a
material i~aet on the Company's financial po~ition or results from operations.

3. Acquisitions

On Nov~r 30, 1999, OPS. one ot the Company's subsidiaries ente~ea into a
definitive stock pUrcha$B aqreemen~ eo acquire 100\ ~ the equity interest of
Rep. an Arizona-based retailer of prepaid telephone cardS, tor a total
consideration of S9aS,OOO in c~sh and 1.425,000 ~llio~ of restricted common
member~hip units of OPS. Of these amounts S891,OOO and 1.050.000 million of
restricted com=on memberShip Un1ts are beinq withheld SUbject to the achievement
of revenue and c~$h t10w performance criteria. S~ch amounts have been treated a5
continqent consideration 1n this acquisition and Will be recoqni%ed in OPS's
financial statementS when and if earned by the fo~er shareholders of ~CP. The
Rep acquisition was recorded pursuant to the purChAse method of accounting.
Pursuant to the stOck pu~eha$e agreement. on the first anniversary of the
closing date the Company is obligated to pay. provided Rep meets certain
perfo~n¢e criteria, the amount of the 1nitial holdback less ~ny existinq
~B5erve5 as seated in the ag~eement.
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OnePoint Communications Corp.

Notes ~o Consolidated ~inancial Sta~ements (Continued)

S. TxaQe receivables 'continued)

~ctivity in the allowance for doubtful accounts was as follows:

P.29/33

Opening balance
eaa debt charge-offs
Adjustments to rese~es

1999

$ 216
(3,692l
4,075

December 31
1998

s ,
(56B)
777

1997

$ -

7

~"'~_"""'======.z:a::a........-.c::=

Ending balance s 599 S 216 $7

6. Investments ~n Marketable Secur1ties

This is a summary of mArketable securities, all of which were classified as
available-for-sale. as of Cecember 31. 1999 and 199B:
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OnePoint Communi~ations corp.

Hotes to Consolidated ~lnancial Statements (Continued)

6. Investmant~ in MarKetable securities (continued)

The net adjustment to unreali~ed holdinq 9ains (losses) on available-for-sale
seeuri~1e$ included as comprehensive income in shareholders' equity totaled
SloGS) anct $701 in 1999 and 199B, res~ect1vely. The Company did not hold
investments in marketable securities in 1991.

the amortized cost and estimated fair value of debt and marketable equity
securities at Oec~er 31, 1999 and 1999, by contractUAl maturity, are shown
below. Expected ~turities will differ from contra~tual maturities because the
issuers of the securities may have the riqht to prepay obliqations withOUt
prepayment penalties. The Company's restricted securities are comprised of the
Pledqad Securities as discussed in Note lO. The Company has classified
restrietad securities uith an estimated fair value of approximately 512,417
which mature within tvelve months as nonc~rren~ invest~en~s in the accompanying
consolidated balance sheet.
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baceab.r Jl. 1999 Dcl<:eml3er 31. un

._ -------- ----------- ------------------

Dua ,.n one yest' CIt: i •••
0\.1, alter one yeAr thJ:'Q\I'fb ~t\.r ... Y•• ~.3

0\L4 • U;:el' UIJ:•• y••rs

MutuaL 'undo and lilO~'\I' L:IIrlt.ct

114. III
10, aS4
1.27$

&.Uaol.OCl
r.Lr Vllllt

sa.4aa
10.873
1.:nO

2',553
1.2"

121.800

Caat

n.113
3.11'

tat1.....tod
r,a1r Vo1..lue

599,12:1

•• 7. tnvestment in unconsolidated S~sidiaries

The Company has an investment Ot 41\ in one co~any ana accounts for this
investment using the equity method.

The daily operations of Mid-Atlantic are managed by an entity which owns the
other 59\ interest. The Company main~ains certain veto rights on significant
tr~nsaction5 and as definQd in the operating agreement between the unit-nolders.

The results of operations and financial posi~ion as of oecember 31, 1999 and
199B is summarized
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OnaPoint communications Corp.

Notes to Consolidated rinancial Statemen~s (Continued)

7. rnVestme~~ in Unconsolidated Subsicti~ries {continued}

below for the years ended December 31, 1999, 1998 and 1991:
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Condensed cperatinq info~~ion:

Net nle,
toss fr~ cperation~

Net 10"

Con4e~e~ balance sheet info~tion:

Currant a.3se'Cs
NQ~rent assets
Current 1iabili~ic,

Noncurrent liabilities
Net. worth

1999 1998 1997-------- -------- --------

$ 19,886 $ 16,494 S 14,040
14, 'S3) IJ,9191 [3,3671
(9,337l 17,'717) [6, HZ)

s z,on s 2,192
56,491 55,lB3
~2.112 7,233

34,257
6,41' 15,88$

Investments in net assets of companies accounted for under the equity method was
as follows:

Openin~ balanc:e
PurCha,e o~ equity interests
~quity losses of unc:on~ol1dateo subsidiaries
~C Interactive write off

'., Other inve,tment coats
• Amorti:ation o~ other investment co~t~

Balance ~t December 31

e--21

1999 1998 1997
------- -------- --------
$ 6,2ll3 $ 10,061 S

12,750
(3,6261 (3,696) [3, On)

(1351
463
t80l (80) leo}

-------- -------- ------
S 2,24G $ 6,293 $ 10,061

~----- ..--.... .._----
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OnePoint Co~nl~ations Corp.

Notes to ConsQlid~ted Financia~ Stat~ents (Con~1nu~d)

8. ~roper~y and Equipment

?rope~y and equipment ccnsis~ of the following:

Oecetnber 31
1999 1996

P.32/33

Furniture and equipment
Computer equipment
~acility equipment
Vehicles
Leasehold improvements
Switch equipment

Less accumulatec depreciation

S 6,194
3,'l24

10.306
854

2,389
1,014

24,161
(3,8071

20,374
4

S 20,378

S 3,157
1.942
3,176

i91
1,828

10,69'l
11,409)

9,465
1, 438

S 10,923

The company recognized depreciation expense of $2.607. Sl,155 and $235 in 1999,
1998 and 1997, respectively.

9. Intangible Assets

Intangible assets co~ist ot the follOWing 8S of December 31:

1999 t99G

[~hUa~ee CO!t5 ~~d ariqiaa. i!,u~nc~ di~caunC on Senior Nate'
~00<l1l11.l

Orl> ..~

S 4,477
1,2.5Q

462

lZ,lU
ll.2801

L2.495
:6961

~ 11,",

Curing the yeats ~nded December 31, 1999 and 1~9a, the Co~any repurchased
$51.250 and ~41,OOO of ita 14 1/2\ Senior Notes and wrote Oft $2,547 and SZ,111
of i5suance costs and oriqinal ~$suanee diaco~nt on the Senior Notes, net Of accumulated
amortization of $226 and S101, ~espectively.
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One~o1nt Co~nications Corp.

~ote5 to Consolidated Financial Statemencs tcon~lnued)

9. Intangible Assets tcontinued)

Amo~ti~ation expense for the years ended December ~l. 1999. 1998 and 1997
totaled $374, $775 and $0, respectively.

Amortization related to the issuance costs and or1qinal issuance discount on the
Senior ~otes during the years ended Oecember 31, 1999 and 1998 of $513 and $552
was recoqn1zed as 9 componene of interest expense.

10. Long-Term Debt

Unit Offering

During May 1998. the company offered units each consisting of $1 principal
amount of 14. 1/2% Senior Notes due 2006 (the "Senior t-!otes" J anc:1 Warrants to
purchase 111,125 shares of common stock (the "Warrants") for ~ross F40ceeds of
$175.000 (colleet1vely. the "Unit Offering"). Eaeh of the 175,000 Wurcmts
entitles the holders to purchase 0.635 shares of common stock of the Company at
an exercise pr~ce ot $0.01 per share. Unless exercised. ~he Warrants exp1re on
June 1, 2006. The ~arrancs were value~ at 55,300 based on iodependent appraisal
the~eof as of the issuance date and are reflecteQ as an additional debt discount
and reduction of the carrying amount of the Senior NoteS ~n the accompanying
financial statements.

In connection with the Unit Offering, the Company purchased $60,500 of
government securities (the "Pledged Securities") to fund the first seven
scheduled interest payments on the Senior
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